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The cost of borrowing shares for short sales on Wall Street has been rising steeply in recent 
weeks, hampering the ability of hedge funds and other sophisticated traders to profit from 
market declines. 

The Securities and Exchange Commission on Tuesday revealed emergency action to clamp 
down on abusive short-selling, making it more difficult for traders to engage in so-called 
“naked” short sales of leading financial firms. 

Short sellers aim to profit from share declines by selling shares and then buying them back in 
the market at a lower price. In a naked short, they sell shares without having made 
arrangements to borrow them first. 

However, the SEC clampdown, which takes effect on Monday, comes against the backdrop of 
sharply higher borrowing costs for shares – a development that has made it very difficult to 
short well-known names such as General Motors, traders say. 

“It has become much tougher as the number of funds that want access to stock has gone up,” 
says the head of prime brokerage at one Wall Street firm. “And stocks these days get hot 
much more quickly, which makes it even tougher.” 

The rise in shorting has been largely caused by the growth of hedge funds, which account for 
most of the activity. Hedge funds that both buy shares and sell them short account for about 40 
per cent of the $3,000bn in hedge funds globally, according to Hedge Fund Research. 

The rise of so-called 130/30 funds, a modified from of long/short fund, has contributed $100bn 
in the past three years, or about another $30bn or more deployed in short strategies.  

Shares sold short rose four-fold to $5,000bn in the three years to 2006, according to research 
from the London Business School, and the price of shorting rose about 300 per cent. 

Generally, hedge funds borrow shares from money managers such as Fidelity or Barclays 
Global Investors to make short sales. But even as the demand for shares to borrow has grown, 
money managers are cutting the number of shares they lend for fear of depressing the market 
and of not having enough shares on hand to meet their own needs. 

Hedge fund managers say they are worried about getting calls from brokers or money 
managers asking for their shares back, which could lead to a so-called “short squeeze” in 
which bearish investors have to buy stock to cover their short positions. 

EDITOR’S CHOICE 
Lex: Naked shorts - Jul-16 
Confusion over UK rules on 
shorting - Jul-06 
‘No action’ by FSA after abuse 
probe - Jun-22 
Governance flaws a ‘red flag’ 
for short selling - Jun-22 
Analysis: Negative sentiment 
– why short-sellers are under 
scrutiny - Jun-22 
Lombard: How not to fall short 
- Jun-20 

MORE FROM THIS SECTOR 
Underwriters braced for hit as HBOS slides 
Natixis to launch €3.7bn rights issue 
Wells Fargo cheer lifts banks 
Barclays investors likely to waive right to buy 
S&P to bring transparency to buy-outs 
Merrill set to sell Bloomberg stake for $4.5bn 
Banks expected to feel pain until 2010 
Turquoise abandons plan to open early 
SEB earnings hurt by Baltic slowdown 
OFT calls for bank account shake-up 

LATEST COMPANIES NEWS 

JPMorgan earnings beat expectations 
UBS used ‘cloak of secrecy’ on US tax 
Merrill set to sell Bloomberg stake for $4.5bn 
FBI probes IndyMac for possible fraud 
Nokia sends bullish signal on demand 
Electrolux cuts full-year outlook 
Eurotunnel posts first interim net profit 
Weak dollar and cost cuts help Novartis  

Market research reports 

RECENT REPORTS

Report 
name
AuthorPublish 
date
Cost

 

Finance Director  
G&H Group  
Corporate Development Executive  
Xchanging  
Financial Accountant  
London South Bank University  
Accounts & Tax Manager  
Norla Group  

FT.com can deliver talented individuals across all 
industries around the world 
Post a job now  

SEARCH 

RECRUITERS 

RELATED SERVICES 

FT Bespoke Forums 
UK annual reports 
Market research 
Growth companies 
Corporate subscriptions 
Luxury Travel brochures 
FT Newspaper subscriptions 
FT Fine Wine Plan 
FT Diaries 
FT Bookshop 
FT Conferences 
FT Syndication services 

Business for sale Contracts & tendersJobs 

     Enter keywords

FINANCIAL SERVICES
COMPANIES 



Banks and Credit Unions First Research, Inc. 7/14/2008 $129
Financial Planners and 
Investment.............. 

First Research, Inc. 7/14/2008 $129

Real Estate Investment Trusts Wall Street 
Transcript

7/14/2008 $175

Credit Card Processing First Research, Inc. 7/7/2008 $129
Venture Capital First Research, Inc. 7/7/2008 $129

Free annual reports  

Advertise with the FT Media centre FT Newspaper subscriptions FT Conferences FT Syndication Corporate subscriptions FT Group Careers at the FT  
Partner sites: Chinese FT.com The Mergermarket Group Investors Chronicle Exec-Appointments.com Money Media The Banker  
© Copyright The Financial Times Ltd 2008. "FT" and "Financial Times" are trademarks of The Financial Times Ltd. Privacy policy Terms  

 
FT Home  Site map Contact us Help


